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 Abstract  

 

The success of every organization comes out of its human capital.  Human resources 

constitute as an imperative asset in an organization.  The earlier two decades have  seen  a  

global  changeover from production to knowledge oriented industries.    The economy of  

many Nations are driven by knowledge based sectors.  Though huge investment is made in 

human resources by corporate with regard to recruitment and retention, adequate   

information on   human capital is not reported to the stakeholders.  The information on 

human capital not only helps the companies to retain the best employees but also helps the 

companies to move in the  right  direction  of  its  potentiality.  This article aims to calculate 

the value of human  capital  and  evaluate  its significance.  Since the automobile sector 

acting a crucial role in the augmentation of economy,   An attempt has been made to compute 

the value of  human capital of an Outlet pertaining to Automobile Company, located in 

Trichy.  Lev&Schewartz Economic model has been applied for arriving at the value of 

human capital.   
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1.INTRODUCTION:   Accounting is termed as “Business Language”. The Information 

about business is communicated to the stake holders   through the medium of accounting.   

The traditional accounting system has got limited scope with regard to information on 

workforce.  It was tailored to fulfill the needs of the manufacturing and trading firms. 

  With the advent of technology and emergence of growth firms  (Particularly Information 

Technology Companies), Human resources have started assuming greater importance than 

physical and financial assets.  The expression human resource at comprehensive level 

enunciates the summation of all apparatus viz., skill, knowledge, creative ability, innovation, 

etc.  If the value of workforce is reflected in the financial statements of the firms, the report 

could be more effective. In European Countries, there are regulations concerning employee 

information and consultation, while making corporate reporting and disclosures. In this 

framework, it is meaningful to study the human resource accounting practice prevailing in 

Indian corporate sector. 

 

2.STATEMENT OF THE PROBLEM:    The human resource accounting system consists 

of accounting of expenses relating to employees as assets instead of treating it as cost being 

practiced in financial accounting.  Workforce is considered central to the growth of a  firm  

above  physical assets, but the value of workforce is neither valued nor included in the  

Balance sheet.  The valuation of human capital becomes less attractive because of 

cumbersome in its measurement and strict restriction criteria for recognition of intangible 

asset.  There is no legal obligation either under the Indian Companies Act or under 
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accounting standards for valuation and  reporting of human capital.  Companies are 

producing voluntary disclosure statements along with mandatory reports.  For example, 

Companies such as BHEL, ACC Cements, Infosys, MMTC, NTPC, SPIC, etc.  The voluntary 

revelation statements consist of report on human capital, social accounting, value added 

accounting,  Environmental accounting.
 

 

  

 
3.OBJECTIVES OF THE STUDY: 

1. To study the idea of HR Accounting and calculate  the value of Human  

    Capital of the sample unit. 

 

2. To  evaluate  the performance of human capital 

3. To analyze the factor influencing the value of human capital 

 

4.RESEARCH METHODOLOGY: 

This study is an empirical approach based on data available from the records of the sample 

outlet.  The  Lev and Schwartz economic model has been applied for calculating the value of 

human capital.  Absolute Efficiency Indicator Method, Least Square Method and ONE WAY 

ANOVA Technique have been applied.  The study covers a period of five years commencing 

from 2005-06 to 2009-10. 

 

5.SCOPE OF THE STUDY:     

Human Resource Accounting helps to incorporate the worth of a company’s human reserves 

and its change over the period in accounting. Change  in the value of human reserves 

indicates the cost of the turnover of the workforce. The trends in the human asset investment 

ratio (Investment in human asset/Total assets) illuminate the future profit performance.  

The vital spat for revealing changes in human asset value on the financial statement is 

supported   by the fact that    the  people  involved in managerial, scientific and commercial 

activities of a company  decide the company’s future triumph. Consequent to that 

stakeholders also have a keen interest in human resources accounting. HRA application 

software helps the organization to   satisfy    the  needs of the stakeholders. 

 

6. LIMITATIONS  OF THE STUDY:   

1. The   present  reading  is   confined  to a  single automobile outlet situated in Tamil Nadu. 

2. The   time series data are only for five years 

3. Future revisions in the scale of pay of the employees are not considered 

4. The probability of future promotional chances available to the employees has not been 

    considered   in this study. 

5. In the case of closely held companies, the application of HRA concept is very limited 

 

7.REVIEW OF LITERATURE:      According to the great Management Scientist Peter 

Drucker, “It is human beings who convert factors of production in to production  This income 

generating aspect of  human resources should get not only due recognition but  proper 

recording also.”  Sir William Petty was the initiate in the route of valuing labour. In 1691, he 

took an effort to value employees in monetary terms.  He contend  that  labour must be 

considered  without fail in any estimation of the wealth of the  nation.  Further attempts were 

prepared by   Willam Far in 1853 and Earnest Engle in 1883.  The real effort happened barely 

while the behavioral scientists disapproved the practice of traditional accounting scheme of 
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not valuing the workforce. It was suggested by Rensis Likert that the outlay on recruiting and 

training managers ought to be treated as  capital  overheads  and cancelled  over the expected 

useful life of the employees. Economist Adam smith opined that skills and useful capabilities 

of human beings should be incorporated in the notion of fixed capital.  He highlighted that 

the pay rate would vary according to the education, skill level and training of employees.  A 

study conducted by Shraddha Verma and Philip Dewe (2004) indicated that valuing human 

resources appears to be more important for U.K Organizations   The survey of the study 

concluded that more needs to be done by taking into account the theoretical and practical 

model for valuation.  The study calls for debate on HRA Valuation and its practice by 

engaging both human resources and accounting professionals.  Consequent to the criticisms 

raised by the behavioral scientists,  many  experts worked on the methodology and introduced 

certain model for evaluation of human resources.  The models developed by R.Likert & 

Associates, Eric Flamhotz, Lev&Schewartz, Jaggi & Lau and Roger and Hemanson are 

popular models with regard to HRA. 

 

8.CONCEPT OF HUMAN RESOURCE ACCOUNTING:    Human Resource Accounting 

has been defined by the American Accounting Association’s Committee on HR Accounting  

(1973) as “the process of identifying and measuring the data about human resources and 

communicating this information to the interested parties”  According to R.Likert (1971)  , 

“HRA is a management tool which is designed to assist senior management in understanding  

the long  term cost and benefit implications of their human resource decisions  so that better 

business decisions could be taken”.  Human   asset  is  the  entire  value  of  employees  plus 

the value of any other assets owned by the company   for the elite benefit of the employees.  

Human capital is equal   to   the total value  of  employees of an enterprise. 
 
 
 

9.APPLICATION OF HRA    The  value of human capital of the  automobile company (sample 
unit)  has been arrived at applying the Lev&Schewartz  Economic Model.   
 

The  Lev and Schwartz  Economic  Model     

     

Formula: 

     

V*t = T     

          ∑     I(t)    

         I = t  (I+r)^i-t     
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Based on the above said economic model,   the  human  capital has been calculated for the 

five financial years 2005-06 to 2009-10.  Table 1 shows the value of human capital of the 

sample unit (Automobile Company) for the period of five years 2005-06 to 2009-10. 

                                             
 
 
 TABLE – 1   REPORT ON HUMAN CAPITAL OF AUTOMOBILE     
                      COMPANY 
 
            SL.NO.                     YEAR  Human Capital  

1 2005-06 7.59 

2 2006-07           8.48 

3 2007-08          11.55  

4 2008-09          10.88 

5 2009-10          10.43 

 
 
10. TRENDS IN ABSOLUTE EFFICIENCY INDICATOR: 
 

The analysis in absolute terms is made by using the trend percentage, taking the 

index number  100 as the basis for the year 2005-06.  The amount of human capital is 

collected from the Report on Human Capital from the sample Unit. The analysis  is presented 

in Table 2. 

Vt = the human capital value of an individual at t years old 

 

I(t) = the individulal's yearly earnings up to departure   

 

r = a discounting factor  specific to the Person 

 

T = departure age 

 

Steps: 

 

a. Employees are decayed by age group and skill set 

 

b. Ascertainment of the average earnings of each group and skill set  

 

c.  The current value of the future earnings is calculated by multiplying the  

      average earnings (b) by the discounting factor 

 

d. The worth of human reserves is correspondent to the sum of all the 

    current  value of the  future earnings. 
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TABLE - 2 
TRENDS  IN HUMAN CAPITAL  OF AUTOMOBILE COMPANY  

FROM 2005-06 TO 2009-2010 
 

Sl. 
No. Year  

Human Capital  
(In Cores) 

Human Capital 
Index 

1 2005-06 7.59 100.00 

2 2006-07 8.48 111.79 

3 2007-08 11.55 152.30 

4 2008-09 10.88 143.39 

5 2009-10 10.43 137.46 

 
 

Table 2 reveals a huge hike in the  value of human capital in 2007-08 (152.30%) 

and  a continuous decrease from 2008-09. The decreasing trend in  2008-09 and 2009-10 is 

due to the reduction in the strength of employees from 113 to 93 and 91 in 2008-09 and 2009-

10 respectively. It is observed that the value of Human Capital increases by 37.46% over a 

period of five years from 2005-06 to 2009-10.  

11. FUTURE TRENDS IN HUMAN CAPITAL AND TURNOVER  
The Future trends in Human Capital and  Turnover  have been arrived at by using 

the statistical tool, the least square method.  The future trends analysis helps to study the 

future performance of the company by comparing the trends in Human Capital and Sales.  

The trends in the Human Capital and Sales for the period of 10 years  from  2010-11 to 2019-

20 of the  Automobile Company, are presented in Table 3.  

TABLE - 3 
FUTURE TRENDS IN THE VALUE OF TURNOVER AND IN THE VALUE OF 

HUMACAPITAL OF AUTOMOBILE COMPANY FOR  A FURTHER PERIOD OF 
 10 YEARS FROM 2010-11 TO 2019-2020 

 

Sl. 
No. 

Year Trends in the Value of 
Sales (in cores) 

Trends in the Value 
of Human Capital 

(in crores) 

1 2010-11 68.05 12.21 

2 2011-12 74.72 13.02 

3 2012-13 81.39 13.83 

4 2013-14 88.05 14.64 

5 2014-15 94.72 15.45 

6 2015-16 101.39 16.25 

7 2016-17 108.05 17.06 

8 2017-18 114.72 17.87 

9 2018-19 121.39 18.68 

10 2019-20 128.05 19.49 
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                                                          GRAPH - 1 

          Trends in the Value of Human Capital & Turnover – Automobile Company 
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Table 3 shows the future trends in Human Capital and Turnover of the Sample Unit 

for a further period of 10 years from 2010-11 to 2019-20. Trends in the  value of human 

capital and in turnover have been calculated by least square method. It is pragmatic that there 

is an incessant hike in the human capital and a nonstop escalation in turnover. Both the 

curves move in the similar path.  Hence it is understood that there is a connection between the 

human capital and sales. Moreover, it indicates the remarkable performance of the strategic 

business unit, which is reflected in the constant growth of turnover. 

 
12. ANOVA TEST – SAMPLE UNIT – AUTOMOBILE COMPANY 

The One Way ANOVA Test has been applied to study the impact of the skill 

level of employees on the human capital.  The rational factors such as strength and human 

capital of unskilled, semi-skilled and skilled employees for a period of five years of the 

sample unit (Automobile Company) have been considered for the calculation of the ANOVA 

and presented in Table 4.  

                  TABLE-  4    RATIONAL  FACTORS  CONSIDERED  FOR  ONE WAY ANOVA TEST 

YEAR CATEGORY STRENGTH VALUE OF HUMAN CAPITAL ( 
In Crores) 

2006 Unskilled  36 3.11 

 Semi-skilled  12 1.14 

 Skilled  34 3.34 

 Total  82 7.59 

2007 Unskilled  35 2.59 

 Semi-skilled  8 0.69 
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 Skilled  48 5.20 

 Total  91 8.48 

2008 Unskilled  48 2.95 

 Semi-skilled  17 1.39 

 Skilled  48 7.21 

 Total  113 11.55 

2009 Unskilled  17 1.52 

 Semi-skilled  37 3.65 

 Skilled  39 5.71 

 Total  93 10.88 

2010 Unskilled  33 2.99 

 Semi-skilled  17 1.68 

 Skilled  41 5.76 

 Total  91 10.43 

Source:  Strength Details from  Company’s  Payroll register 

Table 4  reveals  that the total strength of employees has increased from 82 to 

91 over a period of five years. The human capital has also increased from 7.59 crores to 10.43 

crores during the same period. Further , based on Table 4,  the one way ANOVA technique 

has been applied and the results are shown in Table 5.  

12.1  ANALYSIS :ONE WAY ANOVA TEST:    

Period :  Five Years  

Dependent Variable:     Human Capital  

Independent Variable:  The Skill Levels of Employees  (Unskilled, Semi  Skilled and Skilled) 

Objective of the Test:   To test the hypothesis framed by using  the statistical tool ONE WAY 
ANOVA. Null hypothesis (Ho) is taken that there is no noteworthy 
mean difference between the employees based on the skill  levels 
(unskilled, semi skilled and skilled) and the human capital.    
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ANOVA Table – 5 

Sl. 

No. 

Category (Skill levels) Mean SD F Value P Value 

 

1. 

 

Un skilled 

 

2.6320 

 

0.65117 

15.438 0.000* 
 

2. 

 

Semi Skilled 

 

1.7100 

 

1.14370 

 

3. 

 

Skilled 

 

5.4440 

 

1.39425 

Note1* Denotes significance at 5% level 

12.2.1nference:  Since the observed F-value (15.438) is greater than the table value of 3.88 at 

the 5% level of significance, the Null hypothesis (H0) is rejected  at the 5% level of 

significance. Hence it is concluded that there is a noteworthy mean difference between the 

employees based on the skill levels and the human capital. The mean value of the skilled 

employees is higher than that of the other two categories of employees.  Out of the total 

strength of 470 employees, the unskilled constitute 169, the semi skilled number 91 and the 

skilled employees make 210.  Hence, in the total value of the human capital of this sample 

automobile company, the unskilled employees have 26.90% as against 17.47% of the semi 

skilled employees.  These are the main reasons for the higher mean value in the unskilled 

employees over the semi skilled employees.  Considering the overall  position, the impact of 

the skilled employees on human capital is higher.  Out of the 169 unskilled employees 

workmen constitute 152 and  staff constitute 17. Out of the 91 semiskilled employees, 

workmen constitute 55 and staff constitute 36. Technical training may be given to workmen 

for improving their operative skills.  Job rotation training   may be given to staff for 

improving   their multi level skills 

 

13.BENEEFITS OF HRA:   

    1. To   develop  the management of human resources by increasing  the transparency in  

       employee    cost such as recruitment,  training  and development ,  promotion, retention  

       and   retrenchment   from   organizational  perspective. 

 

   2. The information provided by HRA is vital for both the internal and external decision  

       makers. 

  

   3. HRA enables the organization to view human resources as assets which will help for  

       effective   utilization and rewarding  

 

   4. To have a complete management information system  
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14.CONCLUSION:    This  study is an endeavor  to  evaluate the performance of the sample 

unit  in terms of human capital.  This study highlights the trends in human capital and 

relationship of human capital with skill level.  Though there is no mandatory requirement for 

implementing HRA,   voluntary disclosure of HRA statement enables the companies to cope 

up with foreign companies in terms of accounting standards.  The strong development of 

International Financial Accounting Standards (IFRS) gives support to the   likelihood   that in 

future, financial reports will contain information on measurement of intangible assets.  

 

***** 
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